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According to statistics released by Paraguay's Central Bank in early May, the country's trade
deficit grew enormously during the first three months of this year, representing nearly a 250%
increase compared with the same period in 1994. Since 1991, when Paraguay agreed to join the
Southern Cone Common Market (Mercosur), the country has been plagued by a growing trade
deficit, as Paraguay's weak economy is generally unable to compete with imports from the other
three members of Mercosur: Argentina, Brazil, and Uruguay. In 1993, the government registered a
record deficit of US$750 million, and in 1994 the deficit surged by another 50%, to US$1.15 billion
(see Chronicle, 02/16/95). Since the beginning of this year, however, the deficit has skyrocketed
to unprecedented levels. For the first three months of the year, the Central Bank reports a US
$738 million trade deficit, representing an increase of 242% over the US$216 million trade deficit
registered during the same period in 1994 (see table). In fact, the deficit just in the first quarter is
already almost equal to the deficit for all of 1993, and it represents about 64% of the total deficit for
1994.
The government reported dismal performance in the export sector during the first quarter. The
value of exports from January-March declined by 3% compared with the first quarter of 1993, from
US$172 million to US$167 million. Among other things, low world-market prices for cotton and
soybeans which together account for about 70% of Paraguay's annual export income contributed
to the decline in earnings. The international price for soybeans, for example, has dropped 20%
since the beginning of the year, from US$250 per ton to US$200, as a result of a bumper US crop. In
addition, poor weather has adversely affected the cotton harvest. Excessive rains immediately before
the picking season began may have discouraged farmers from harvesting much of their crops in the
first quarter, since moist cotton commands a lower price given that much of its weight is water. As a
result, farmers prefer to wait until the cotton dries before picking it, which likely contributed to the
drop in output. As of early April, only about half as much cotton had been harvested compared with
the same period in 1993 48,600 metric tons compared with 80,600 MT last year.
An overvaluation of local currency also greatly contributed to the poor export performance in the
first quarter. The government has allowed the exchange rate to slide only gradually against the US
dollar for fear of unleashing inflationary pressures. The accumulated devaluation of the guarani
for the first four months of 1994 was 2.5%. In contrast, consumer prices during that period rose
by 5.3%. In fact, the guarani devalued by 3.3% during the twelve- month period ending in April
1995, compared with a 15% increase in consumer prices during that same period. The commercial
section of the US Embassy in Asuncion now estimates that the guarani is overvalued by between
25% and 30%. Overvaluation, combined with the lowering of tariffs through Mercosur, has in turn
encouraged an increase in imports. The value of imports during the first quarter of the year reached
US$905 million, representing a 133% increase compared with the same period in 1994, when imports
totalled US$388 million. Consequently, the value of imports in the January-March period was 5.4
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times more than the value of exports during the period. The official trade deficit now represents 10%
of the GDP, according to the Central Bank.
Still, a substantial part of the increase in the deficit since January may be the result of the
government's efforts since the beginning of the year to aggressively crack down on contraband.
According to officials, more imports are now being declared and customs duties collected. In the
past, considerably more goods entered the country illegally and official records understated imports
because government statistics do not include contraband trade. At the same time, official export
statistics do not reflect the large contraband re-export trade, whereby goods illegally imported
are later re-exported to third countries at a profit. [Sources: Reuter, 05/05/95; Notimex, 05/11/95,
05/13/95; Paraguay Economic News, US Embassy-International Market Insights (Asuncion),
04/12/95, 05/19/95; New York Times, 04/25/95, 05/31/95]
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